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CONFIDENTIAL 


RECORD OF A MEETING HELD IN THE OFFICE OF THE CHIEF SECRETARY TO THE 
TREASURY AT 11.15 am WEDNESDAY, 14 JULY, 1971 

Present: 

Chief Secretary to the Treasury 

Minister of State, Foreign and Commonwealth Office 
Minister of State for Defence 

Parliamentary Under-Secretary of State for Housing and Construction 

Treasury 

Foreign and Commonwealth Office 

Ministry of Defence 
Department of the Environment 

The Chief Secretar y said that the meeting had "been called to discuss 
the position now reached, after, a very long period, in the negotiations 
on a renewal of the UIv/US cost-sharing agreement that had formally 
terminated in 1965 . The principal outstanding issue related to 
the rates of departmental expenses (DEs) to he charged in future on 
work performed for the. US in the UK. At present, the rates levied on 
these works were 7|% (major works) and 15% (minor works and maintenance 
instead of the full economic charge of 20%. These rates had continued 
in force since 1963, and in response to a proposal that they should 
continue under a new agreement the Americans had offered to pay 1 %% 
oirall works and maintenance, representing an additional cost to the 
UK of approximately £0.5m a year. 

2. At the same time, as a complication of this issue, the Germans, 
who levied DEs of some 6%-8% on works performed for the UK in Germany, 
had threatened to raise these rates to the same level as the UK charged 
on works done for the Germans here (at present this rate was the full 
economic rate of 20%) unless the UK reduced their rates. Fulfilment 

of this threat would increase UK expenditure on works in Germany "by 
some.£ 3 . 25 m a year. 

3. He suggested, therefore, that the meeting should address itself 
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to two major issues 

(i) Whether, in the light of the German position, the American 
offer should now "be accepted; and if so - 

(ii) Hov/ the additional expense should be treated for public 
expenditure purposes. 

4. In the course of discussion, the following points were made:- 

(a) The Americans apparently regarded their present offer as 
final. Failure to accept it would provide a further weapon for 
isolationist interests in Congress, particularly since the 
intention of HM Government to enter the EEC implied that the 
present financial condition of the UK was strong enough to bear 
this small extra burden. Suggestions had already been received 
that the President of the USA felt that the UK could afford to 
be more forthcoming in such matters; and the Prime Minister was 
expected shortly to deliver a speech hinting that the Americans 
might be relieved of a little more of their defence burdens. 

(b) On the other hand, the sum at issue was very small in 
absolute terms; and it was difficult to accept that the outcome 
on the cost-sharing agreement would have any significant impact 
on American policies and intentions. The counter-argument to 
this was that, although the sum was small, the Americans 
evidently attached political importance to it, and it might be 
a reasonable price to pay to avoid unnecessary ill-will. 

(c) The possible outcome of rejecting the offer was that the 
Americans would set up their own organisation' to handle the work. 
Opinions on this possibility were divided. The present arrange¬ 
ment was * sui generis* and no breach of principle would be 
involved should the Americans take this course. If that happened, 
some 250 non-industrial.and 500 industrial civil servants would 
probably become redundant. The non-industrials could probably 

be redeployed, but a substantial proportion of the industrials 
would lose their jobs. This might cause some difficulty with 
the Trade Unions. Any effect on the balance of payments was 
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unlikely to be substantial. 

(d) Acceptance of the American offer would allow the UK to 
offer to charge similar rates of DEs on Germans works, with a 
reasonable hope that this would encourage the Germans to limit 
the increase in their rates of DEs that they were now contem¬ 
plating. The additional expense of UK works in Germany would 
then be curtailed, although the extent of the benefit might 
never be accurately known. Rejection of the American offer, on 
the other hand, would still leave the German problem to be 
resolved; and since there was a clear advantage in reaching an 
accommodation with the Germans, to do so (without reaching 
agreement with the US) would exacerbate American reactions. 

(e) To attempt to achieve a compromise with the Americans - say, 
a payment of DEs of 10$ on minor works and maintenance - would be 
unlikely to succeed, and would in any case save no more than 
about £130,000 a year. 

(f) Acceptance of the American offer would raise a difficult 
problem in the treatment of the extra public expenditure that 
would be generated - about £0.5m a year - against which corres¬ 
ponding savings would need to be found. It was an historical 
accident that the present loss (averaging about £0.6m a year) 
was borne on the. Vote of the Department of the Environment, and 
subsumed in the PESO programme for Common Services. In this 
situation, the Department would not object to continuation of 
the present arrangements and rates of DEs; but they acted merely 
as agents, and it appeared anomalous that a decision that would 
increase the loss should require them to absorb it. Moreover, 
insofar as a satisfactory settlement with the Germans was 
probable following acceptance of the American offer, the benefit 
of this would accrue to the Defence Budget. 

. (g) The Foreign and Commonwealth Office could not absorb the 
costs in their Votes and PESC programmes. And, given the 
extreme pressures now being applied to Defence Budget, the 
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Ministry of Defence favoured rejection of the American offer in 
preference to absorbing the costs of a new agreement in that 
Budget. It was, however, suggested that if the extra losses 
were attributed to Common Services the danger was that that 
programme would be expected to find offsetting savings; whereas 
attribution to the Defence Budget would be within the estimating 
error, given the comparative levels of these two programmes. 


5. Summing up, the Chief Secretary said that the arguments for and 
against accepting the American offer were evenly balanced. He was 
himself inclined to favour acceptance. It seemed that the Americans 
had probably now reached their maximum; there was a tactical advantage 
to be gained in clearing the way towards a satisfactory settlement with 
the Germans; and the cost was not exorbitant. He fully appreciated 
the difficulties that this would create in the context of public 
expenditure; but it seemed to him that the most convenient programme 
to bear the cost would be the existing one, Common Services. Although 
he clearly could give no guarantee, it could be open to the Department 
of the Environment, when the general discussion of public expenditure 
was resumed, to argue that they should not themselves be required to 
find the necessary offsetting savings but that they should be looked 
for in other public expenditure programmes. Until this difficulty had 
been resolved he suggested that no action should be taken vis-a-vis 
the Americans. 


6., The meeting noted this conclusion, the Parliamentary Under¬ 
secretary for Housing and.Construction reserving the position of the 
Minister for Housing and Construction. 


HM TREASURY 
16 July 1971 

Distribution: Those present 

Mr B S Smith 
Mr Gedling 

Private Secretary to Minister for Housing & 
Construction 
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Foreign and Commonwealth Office 

%:-S ■' London S.W.l :: 1 \ -I" :';•!> 

• 25 May,-'/ 1971V y y'V 


"■ ■Mpcrn+iions with the Americans about 
■ : V + hp 'v»ate^at which we should charge them for 
>'-oPerformed by'the Department of the 
: Environment at United States^defenpe facilities 
,■ in the .United Kingdom, have been going on for a . 
'•'number of years. There was an exchange of ■ 
pn-p-ppq-nondence be tween'Ministers at our two 
-Dewtmentl, the Ministry of Defence, and the. ■ 
; .yDepartment of the Environment last year, as a. - 
-VllSlt of which a revised offer was made to the 
Americans. This was not accepted, aild the 

■ Amon-i ppinc? have now come back to us wiun a . 
■'counter offer whicrh I believe to.be a genuine . 

attempt to resolve in a fair way the deadloc 
-v into which the negotiations have fallen. 

I enclose an agreed paper which has been 

s?«s«'?fS 5 “= 

V t am qtronplv 'of.the opinion, for the v 

reasons set out in the paper, that we should .... ■ 
•tSow take this opportunity. of a £®solving a the '• 

• :'potentially acrimonious disagreement with the ... 

: united States.. .This;.seems likely to be ° u ?i nw ' 
i a q+ chance of reaching agreement. If we now 

■ is'ct the American offer, they 1 will 1 probably 
v''.attempt to carry out their own works services.. 

Maurice Macmillan, Esq.. ,U.P. > •• . s 
y •?•,; The Treasury, . + y ; -" 

: Great George Street, • • y • 

VVy.-.' : S.W.l. : \ • . 
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This will result in a loss of payment in hard 
currency both for the Department of the Environment 
and British contractors, and in some loss of 
•.'employment. It will also,« I fear, give ammunition 
to Congressional opponents of the present 
Administration like Senator Mansfield who are 
•pressing for substantial withdrawals of American 
troops from Europe. The .Administration are very 
worried about Congressional fe'eling on this issue, 
which has been strengthened by. the recent currency 
crisis.- Any move by us to contribute a smaller’ 
share to the expenses of maintaining American forces 
here would'certainly become known and make it 
harder for the Administration to defend their 
present policy in Congress. And, as Alec said In . 
his speech at Dundee on 15 May, any premature' ' 
reduction of American strength in Europe‘would ■ 
threaten the life of the NATO Alliance. 

It seems.to me that the arguments for 
acceptance set out- in the enclosed paper heavily . ! 
outweigh the arguments against. The amount of 
money involved is not, in the light of the benefits 
we stand to gain, excessive. I hope therefore that - 
you will now be able to agree to our accepting the 
latest American proposal that they should pay for 
our services in future at the rate of 7W° across the’ 
board. In exchange, our officials believe that all ! 
other outstanding difficulties in the negotiations ! 
can be cleared up, and in particular the Americans 
can be persuaded to drop a potentially vexatious 
claim to "residual values". 

If there is any aspect you would like to 
discuss, perhaps we could arrange to meet. I should 
like to see this matter settled soon. 


(Joseph Godber) 
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COST SHARING ARRANGEMENTS FOR UNITED STATES DEFENCE 
FACILITIES IN THE UNITED KINGDOM 


0 


//? 


PROBLEM // 

1. Ever since the Americans sent bomber groups to the UK 
in 1948 as "a token of United States interest in the defence 
of Europe" the United Kingdom has made a contribution to the 
costs of U,'-S'.--Air F-oi r ce- facilities here. This contribution 
currently takes the form of a reduced charge for the services 
provided to the Americans by the Department of the Environment. 
The agreement governing this has expired, and negotiations 
for its successor have been going on for some years. In an 
effort to resolve the deadlock into which these have fallen, 
the Americans have proposed that they should pay for all 
our services in future at the rate of of the cost of 
works, instead of paying for some of them (minor works and 
maintenance) at the rate of 15 °/° provided for by the previous 
agreement (under which we also made a capital contribution 
of £22.5 million). 


RECOMMENDATION 

2. I recommend that Mr Godber should write to Mr Macmillan 
seeking his agreement to the acceptance of the latest American 
proposal and submit a draft letter. WOD and Defence Department agree 
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£ ARGUMENT 

3. The arguments for and against the acceptance of the American 
proposal and the background to it are set out in the attached 
paper which has been agreed at official level between the FCO, 
Treasury, Ministry of Defence and Department of the Environment, 

4. For the reasons given in the draft letter and those set 
out in the agreed paper, there would be serious political 
disadvantage to us if the negotiations were to break down at 
this point. The US Administration would feel that we were not 
pulling our weight as partners in the mutual defence effort, 
and this might affect adversely the United States' attitude on 
other defence issues of importance to us. It would also 

make it more difficult for the Administration to defend their 
policy of maintaining their commitments to the defence of 
Europe against Congressional critics who contend that the 
Europeans do not pay their proper share of the cost. 

5. If we failed to reach agreement with the Americans, 
they would be likely to attempt to carry out themselves some 
of the works services that we currently undertake for them. 

This would result in a foreign exchange loss not only of the 
fees we currently receive from them for the work but also 
because in future the bulk of equipment and supplies would 
probably be purchased in the United States instead of Britain, 
and as much of the work as possible would be carried out by 
American servicemen instead of by British contractors. There 
would also be a certain loss of employment to us. 

6. The cost of the current concession, calculated as the 
difference between the reduced rate charged to the Americans 
and the standard rate of 20# charged to most other DOE 
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customers (but not to the Ministry of Defence), now results 
in the appropriations credited to the DOE being £670,000 
a year less than if the standard rate were charged. If the 
latest American offer is accepted, this figure would be 
increased by £470,000 a year. There is some doubt however 
whether the actual cost to the DOE of providing services 
to the Americans is as much as 20$. The cost figure 
represents a notional accounting loss rather than the real 
cost of the concession. If we offer a 7^$ flat rate, moreover, 
the Americans can probably be persuaded to drop the whole 
question of "residual values". 

7. It is relevant that the standard NATO charge for 
equivalent services for infrastructure projects is 4.9$; 
and the Germans charge us and the Americans 6$ (though the 
services provided by the Germans ar<| not exactly the same). 

\J O-A 

H T A Overton 

North America Department 

19 May 1971 
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1. The arguments in favour of accepting the latest American 
proposal are summarised cogently in para. 3 of the draft letter 

to Mr Macmillan. The Americans are under heavy pressure in Congress 
to cut overseas defence expenditure. It is extremely unlikely 

that if we reject their latest offer they will be prepared to 
continue a negotiation which has already lasted seven years. 

2. In my view the arguments in favour of acting as proposed 
are very strong indeed. 

| H A A H^nkey 

21 May 1971 


s&Ciy-cc 


7Z 0S> 

cW. ^ ^ 

C^y ju_tAiXc^ 


CONFIDENTIAL COVERING SECRET 































CONFIDENTIAL 


NEGOTIATIONS WITH THE UNITED STATES ON.' COST SHARING' ARRANGEMENTS 
FOR UNITED STATES DEFENCE FACILITIES IN THE UNITED KINGDOM ' 

i i 


A INTRODUCTION 


This paper describes the position which has currently been reached 
in these negotiations and the arguments for and against acceptance 
of the latest United States-* proposal. It is set out as follows: 


Section A Introduction 


B Background 


C The latest American offer 


D Arguments against acceptance 

« 

E Arguments in favour of acceptance 
F The Public Expenditure position 

United States Aids Memoirs of 19 March 1971 


Annex 


B BACKGROUND 


2. In June 1948 the United States Government offered to send three 
groups of heavy bombers to Europe "as a token of United States interest 
in the defence of Europe". Two groups arrived in the United Kingdom 
in July 1948, while later in the year the third was transferred to the 
United Kingdom from Germany to ease the burden oh German airfields 
during the Berlin airlift. The aircraft were stationed at Lakenheath, 
Marham and Sculthorpe. , In August it was provisionally agreed that the 

United States Government would pay "extra costs!* for all United States 

4 

Air Force (USAF) units stationed in the United Kingdom while the Royal 
Air Force provided airfield facilities,- accommodation and the services 
of RAF personnel free of charge. No formal agreement was made, the 
arrangement being intended to apply "for the period of the present 
emergency unless otherwise mutually agreed". In the same month the 
Cabinet agreed that £500,000 be spent to prepare up to four additional 
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airfields for use by USAF heavy bombers. 


3 . The Soviet Union lifted their blockade of Berlin on May 12, 

1949 . " By this^time discussion of more permanent arrangements 
relating to *the.USAF presence in the United Kingdom was under way 
and culminated in the so-called "Ambassador’s Agreement" of 15 April 
1950 which was primarily concerned with providing four airfields in 
the Oxford area for-USAF bombers. It was not a formal intergovernmental 
agreement, but simply recorded the United States Ambassador’s understand¬ 
ing that the- then.Under-Secretary of State for Air's record of their 
discussion of the.topic was correct. 

It. Further United States' requirements, not provided for in the 
April 1950 understanding, soon arose. This led to more discussion and 
negotiation and to the. conclusion, on 9 September 1955, of a comprehensive 
cost-sharing arrangement. This "1955 Ambassador's Agreement" superseded 
all previous understandings. The present negotiations are aimed at 
producing its successor. 

5. The main points of the 1953 agreement were that the United 
Kingdom should make an Exchequer contribution of £22.5M to the to 
planned USAF works programme of £125M; Government owned land surp 
to United Kingdom requirements was to be made available free, the 
United Kingdom were to spend up to £100,000 in any one year on the 
provision of installations which were not surplus to UK requirements; 
and Departmental Expenses (ie the amount added by the Air Ministry, 
to cover administrative costs, to their bills for works services),, 
were to be charged at half the full rate' (ie 7i°/° instead of 15%) 
on ma;jor new works and at the full rate (15%) on minor works and 
maintenance. No arrangement was made about the residual value 
sites that the USAF might return to the United Kingdom Government 
The cost-sharing arrangements were to remain in force 
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£"125M USAF programme had been completed. 

6. By August I960, according to our calculations, all but £1H 

of the USAF programme had been spent, committed or approved and the 

Foreign and Commonwealth Office sent an aide-memoire to the United 

States Embassy suggesting that the 1953 arrangement was due for 
* • 

review. In 1963> forma], negotiations for new arrangements commenced 
The Interim Period: 1963 Onwards 


7* Negotiations on new arrangements which would apply to all 
United States Services in Britain have been prolonged. Agreement 

* i 

in principle has now been reached on most points of substance, the 
principal outstanding issue being the r^te of Departmental Expenses- 
(DE's) which the Americans should pay on works services carried out 
for them by the Department of the Environment. While negotiations 
are in progress the USAF continue to pay at the rate of 7%% on • 
major new works and 15 % on minor new works and maintenance. The 

“ • ' . J 

standard rate of DE's, which is applied to all works services under¬ 
taken on behalf of the United States Navy (which, like the United 
States Army, was not covered by the 1953 Agreement), was increased 
in April 1965 to 20%. 

8. In the negotiations about the rate of DE's, the United.States* 
opening gambit was to claim that they should not pay DE's at all. 

The United Kingdom countered with the suggestion that the, United 
States should pay ^ul^) DE's (20%) on all works and maintenance. | » 
Since then, a number of proposals have been made by each side, none 
of which have been accepted. The latest UK dffer, that DE's should 
be charged at 7%%/'\5% with no upper limit on the United Kingdom 
contribution, was formally rejected by the United States Embassy on 
9 October 1970. When doing so, they hinted informally that they would 
probably settle for a DE rate of 5% lor all works. 
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7^-% \on both major new works and on minor worms ana maintenance. . 

The additional cost to Her Majesty'p Government of charging this 
over the rate we now receive would be £470*000 P a * 

10. .The‘United States have also asked that the residual value of 
the installations they build, in the United Kingdom in future should 
go to them. Legal advice is that in the absence of express provision 
to the contrary the US Government has no legal right to claim such 

i ' ’ • » • 

■residual value. No such provision has been found in any of the 
relevant international agreements. There are a number of other 
points in the new US proposals which are obscure or unsatisfactory. 
But it is likely that all these difficulties could be cleared up if 
we were able to agree to charge 7-J% f° r a H UE's. The rate at 
which DE's should be charged is, thus, the main issue to be settled.. 

11. The United States have made their latest proposals at a very 

high level - they were contained in an aide-memoire (annexed) handed 
to Sir Denis Greenhill, Permanent Under-Secretary at the Foreign and 
Commonwealth Office. There appears to be a genuine attempt to resolve 
j-i.- j-.ji.ov ,^4-/0. npfrnti ations have fallen. It is most- 
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b. Even if the Anglo/United States political relationship 

: were to cool, defence cooperation would continue between the 

' v » , 

two countries because it is in •'the United States' own national ' 

i 

v interest to maintain forces in Europe (including Britain) as 

• a' forward position vis-a-vis the Soviet Union. 

■ * • 

c. . It is arguable that the Americans are in effect proposing 

an increase in an existing subsidy of their forces in the 

United Kingdom (though they themselves would reply that they 

will be financially worse off under the terms they propose 
\ 1 . ’ 
than under the previous cost-sharing agreement). Prime facie 

this would appear to contradict President Nixon's recent 

statement in Naples that he was not seeking additional financial 

contributions towards the cost of US Forces; on the contrary 

he preferred European NATO countries to improve their own 

military capability. 

Economic and Administrative 


a. With overheads having risen, the Americans already enjoy 

a considerable concession, the effect of which has increased 
with the passage of time. • . 

b. The Government have recently instituted a major review of. 

I . .s 

V . C 

fees and charges paid to Government Departments with the object 
of ensuring that charges cover the costs of services they 
provide. This review specifically includes services to overseas 
governments. ^ 

c. ' Should the United States seek' to carry out any of its own 
works services, the Department of the Environment wou.ld .be able 
to transfer staff to other work. 
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ARGUMENTS IN FAVOUR OF ACCEPTANCE 


Politico-Militar: 


a. The United Kingdom depends heavily on its relationship 
with the United States in the defence field and derives many ! 
benefits from it. Our attitude in negotiations on one topic can 
influence the United States' attitude on another. If we are 
prepared 'to accept a reasonable United States offer on cost¬ 


sharing, we may find the Americans more accommodating on other 
issues. Conversely, rejection of the' United States offer bn 

V • > ' 

cost-sharing by us could have -unwelcome repercussi ons on 
■ other Anglo/United States defence negotiations. ' 

b. The Americans, who regard a United Kingdom concession in 

the cost-sharing arrangement as a contribution to the mutual 
defence effort, have clearly made the decision to put forward 
their latest proposals at a high level. This is an indication 
of the importance they attach to them, and of,the degree to 
which they will be disappointed by a negative response on our 
part. • •> 

!. 

c. In putting forward their latest proposals, the Americans 
have come a considerable distance to meet us. . They are not 

v 

seeking a capital contribution, and so far as concerns works 
for the USAF, the difference between the two sides in financial 
terms is now much reduced (£ 470,000 pa). 

d. Should we feel unable to accept the latest American 

^ proposals, we could in effect put an end to ■ the negotiations. 
But the lproblem would still remain of how the other points 1 
1 covered by the cost-sharing agreement should be dealt .with in 

future. 


e.’- It is in our national interest to involve the United States 
as closely as possible in the defence of Britain. A reduction 
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in the United States presence here would face us with the 
choice of spending more money on defence,or accepting a 

lower degree of security. j . . 

| * 

v f. ■ ThevUnited States Administration is under Congressional 

pressure to cut down spending on overseas defence commitments 

4 • , 

and withdraw United States Forces from Europe, and much emphasis 
is placed by Congress on the need for burden-sharing by'host 
countries. 

Economic and Administrative 
> 

a. The cost-sharing agreement obliges the United States to 

* i , . 

use British labour, materials and equipment as far as possible, 
whereas if it is. not’.renewed, United States policy is likely to 
switch from maximum local purchase to maximum importation^ 

b. The latest United States proposals impose less of a 
financial burden on us than the previous cost-sharing agreement 
of 1953 relating to the USAF, under the terms of which the UK 
made a capital contribution of £22.5^ to the £ 125 M construction 
programme in addition to charging DE's at the concessional 
rates quoted in paragraph 5 above. . 

c. Because of United States involvement, the defence of ‘ the 


United Kingdom costs less than it would do otherwise 


PUBLIC EXPENDITURE POSITION 


16. The cost of the present concession (calculated as the difference 

--1 - ...1 - ■ 1 """■ 

between the reduced rate charged to the USAF and the rate of 20% charged 
to most other Department of the Environment' customers), is met hy the 

. 'i;. 

Department of the Environment and results in a reduced entry in* 
appropriations-in-aid under "Common Services". At - present this 

1 • , * ' 

concession amounts to just over £670,000 a year.. A rate of across 
the board would increase this by £ 470,000 to £l.14M a year on the basis 

of charges for DE's at• current .rates. •' . , ; 
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17 * . If it' is accepted as a matter of'policy that the rate for • 

/ •> 

DE's charged to the United States should be reduced to 7%% for 

f ' : • " • . i. 

minor works and maintenance, the cost of this concession will have. 

* ' * . • . 

* t • 

to 'be met either by a 'corresponding increase in total public . 
expenditure or through the achievement of corresponding savings , 
within existing public expenditure ceilings. 
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'RESTRICTED 


Reference. 


Mr Aust 


UNITED STATES DEFENCE FACILITIES IN THE UNITED IINC-DOM 


1 . For many years ire Have "been negotiating an Under¬ 
standing with the Americans on the provision of facilitie 
for their defence requirements in the United Kingdom. 

I will not trouble you with the details until we reach 
the stage of drafting a Memorandum of Understanding, but 
I would appreciate your agreement or comments on the 
second sentence of paragraph 10 of the attached draft 
paper which is intended for the consideration of Minister 

2. The Treasury Solicitor's\advice is/contained in his 
minute of 16 April at flag A and thefMinistry of Defence 
minute seeking that advice is atfLag l B. I attach below 
a copy of the NATO Status of Forces Agreement and of the 
Protocol on the Status of International Military Head¬ 
quarters . 


N H Youiw 


North America Dept 
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Foreign and Commonwealth Office 
London S.W.1 


23 April 1971 


D W .Ward Esq.. 

S9 '(Air) 

Ministry of Defence 


version for the consideration oi yourseii ana me otoei 
recipients of this letter. I thought it better to leave the 
section on conclusions until we have had, a chance to discuss 
the remainder. 

2. In my redraft I have set out the arguments against making 
a further’concession to the Americans separately from those in 
favour since I believe that this clarifies the document. I 
hope that you agree. I have also omitted from the arguments 
against the reference to "Cobra Mist 1 since the DE rate now 
proposed by the Americans is the same as that which applied 

to the construction of the site.' 

3. In the light of the opinion expressed by the Treasury 
Solicitor in his minute of 16 April to Miss Field, 1 have nob 
made any reference in the redraft to Article 9, paragraph 3i 
of the NATO Status of Forces Agreement. I should however 
mention that I agree with your comment at our last meeting that 
Article 9. paragraph 3» provides that, in the absence of_any 
other agreement, the receiving State is under an obligation 

to provide buildings, grounds, services etc to the;sending 
State in accordance with the regulations governing the _ 
provisions of similar facilities to its own personnel. ^ 
would appear to oblige the Department of the Environment, if 


C D Lush 

North America Department 
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5. By August 1 960,'according to our .calculations all but 


£1M of the USAP programme had been spent, committed or 


approved and so the PCO sent an aide-memoire to the US 


Embassy suggesting that the 1 953 arrangement was due for 
review. In 1963 negotiations for new arrangements commenced 
The Interim Period'1 963 onwards 


Negotiations on new arrangements which would apply to all 


US Services in Britain have been prolonged. Agreement in 

yi/uM' ' --• ’ 

principle has now been reached on a-H points of substance- 

tAi wMa 1-5 ' —;■—- 

except— en the rate of DEs/which the Americans should pay on 


works services carried out for them by DOE. While negotiations 
are in progress the USAF continue to pay at the rate of 7i% ; 
on major new works and 15 % on minor new works and maintenance. : 


The standard rate of DEs, which is applied to all v/orks 
services undertaken on behalf of .the US Navy, (which, like 
the US Army, was not covered by the 1953 Agreement), was 
increased in April 1963 to 20% (and may shortly be further 


raised). jjFhe cost of allowing^^feir^* Americans to pay at these 
concessionary rates (calculated bn the basis of the cost of 


DEs averaged overfall DOE works services - the actual cost in 
the case p-f'uS major works services may be rather lower) is 
e^trfmated to be £13»5M to date. (1953 - end of current year) 


7. In the actual negotiations about the rate of DEs, the US 


opening gambit was to claim that they should not pay DEs at 


all. The UK countered with the suggestion that the US should 
pay full DEs (20%) on all works and maintenance. Since then, 
the UIC has made the following offers, all of v/hich have been 


rejected 


that the US should continue to pay DEs at the 7^%/l 5% 
concessionary rate until the cost to UK from 1 April 1963 
totalled £5M: thereafter they should pay the full 20%. 


b. that the UK should write off the difference between cps*** 
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is simply whether we should accept or reject the American 
proposal that they should pay all DEs at 7^%* 

D. Arguments Against Acceptance 

11. Politico-Military 

a. The sums involved and the matter itself are not of 
sufficient importance to trigger any major crisis in 
Anglo/US relations. 

b. . Even if the Anglo/US political relationship were to 

cool, defence cooperation would continue between the 
two countries because it is in the United States' own 
national interest to maintain forces in Europe (including 
Britain) as a forward position vis-a-vis the .Soviet Union. 

c. It is arguable that the Americans are in effect proposing 
an increase in an existing subsidy of their forces in 
the United Kingdom (though they themselves would reply 
that the'v will be financially worse off under the terms 
they propose than under the previous cost-sharing agreement) 
Prima facie this would appear to contradict President 
Nixon's recent statement in Naples that he was not 
seeking additional financial contributions towards the 

cost of US Forces; on the contrary he preferred European 
NATO countries to improve their own military capability. 

12. Economic and Administrative 

a. With overheads having risen, the Americans already enjoy 

a considerable concession Hth^rfe has ■ beeQme - mor e -v -q-luahleJ 

_ with the passage of time. 

-> t(, UMy frtif AWm, crj- i/fo vr<rA\ Vpfybh' 

b. Should the US ( s^-up ^ad t o own - works - or cnn i n n trhmfo DOE w p x r M 

be able to transfer staff to other work. 

E. Arguments in favour of acceptance 

13. Politico-Military 
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a. The UK depends heavily on its relationship with the US 
in the defence field and derives many benefits from it. 

Our attitude in negotiations on one topic can influence 
the US attitude on another. If we are prepared to accept 
a reasonable US offer on cost-sharing, we may find the 
Americans more accommodating on* - 3 - ayy - wai v i n g N&D oon bc-. 
Conversely, rejection of the US offer on cost-sharing 

by us could have unwelcome repercussions on other Anglo- 
US defence negotiations. 

b. The Americans, who regard a UK concession to the cost- 
sharing arrangement as a contribution to the mutual defence 
effort, have clearly made the decision to put forward their 
latest proposals at a high level. This is an indication 

of the importance they attach to them, and of the degree 
to which they will be disappointed by a negative response 
on our part. 

c. In putting forward their latest proposals, the Americans 

have come a considerable distance to meet us,^and the W'tyjwtiy 

difference between the two sides in financial terms is now 
'YVWuA ’VLtlfoLlll 

(£ 470,000 pa). 

\sA vwV/U to tututf' 

d. Lf—we—we r e to r a j ac t: the latest American proposals, we 
Could in effect nut an end to the negotiations. But the 
problem would still remain of how the other points covered 
by the cost-sharing agreement should be dealt with in future. 
We—shotrldLe f aceT3r-wirthr-fus^he^eomp^i:dal;'ed"ahdn^S’s±bly 
aonimQnxous--d±'5bTrssions on the' arrangements- -for- making land 

available for US installations in-the. UK an d entitl smpnt_ 

tre-resldual value"for' land that" la-given up. 

e. It is in our .national interest to involve the US as 
closely as possible in the defence of Britain. A reduction 
in the US presence here would face us with the choice of 
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spending more money on defence or accepting a lower 
degree of security. 

The US Administration is under Congressional pressure 
to cut down spending on overseas defence commitments and 
withdraw US Forces from Europe, *4%*e-h emphasis is placed 
on the need for burden-sharing by host countries, 
we— were t o—f- orcje t he Ame r±c'arrg~~rnpo spending movy on 
adnft^istering theihxjvorks services, hs they jw6uld\have 
to if tfiey^set up their own^works organisation, the \ 
Adm.i rLi^tratrirorf^wou 1 d"~f'ind it harder p6 resist'^s.uch 
^measures. 

14. Economic and Administrative 

S' 

If we fail tj&' agree to the US proposal, the DOE 
no longer* be responsible for>the administration of works 


a. 



iOes 


b. 


>es at US installations in the UK, jjjfd the Americans 
have to set up p\4eir own organi§g*tion for this, prnere 
will be a foreigjy'exchange loss ap^a result, not opay 
of the £690,pd0 pa the DOE wop^cL receive in feeS\ but / 
also ofy*n unquantifiableydmount of the pa construction 

pro^amffle-^hich"'l^OUTdr"hbt”in future~go~~'tb~~B ritish.c ontractors 

a nd cupp l iora of equipmon t. The cost-sharing agreement 
obliges the US to use British labour, materials and 
equipment as far as possible, whereas if it is not renewed, 
American policy is likely to switch from maximum local 
purchase to maximum importation. . / 

The latest American proposals are r flna rrcr ial -l y mor e - 
f a v o r r ^blg ^ than the previous cost-sharing agreement 
of 1953s under the terms of which the UK made a capital 
contribution of £22.5^ to the £ 125 ^ construction programme 
in addition to charging DEs at c o ncqpoiona3 r ratesj(. 
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$ c. Because of the US involvement, the defence of the UK 
4 costs less than it would do otherwise. 

d-^^If the Americans^self up a separatg^orks organisation, 
thex^qni^]it*^be practical^difficulties at^dTocations used 
by bcf6h thT^traA^l^apd<^K (eg Nor^feWolt). 

F. Public Expenditure Position 

15. The cost of the present concession (calculated as the difference 

between the reduced rate charged to the Americans and the rate 

of 20% charged to most other DOE customers), is met by the 

9S$A wJ/AAUl 'Mvty* *w\ 

--Department of the Environment and appe-arq - a_ 3 -»-jL-onr oS ' 


Cmowwl 


appropriations-in-aid under "Common Services". At present 

th - i - s j ^ amounts J:o j - ust over £670,000 a year. (A rate of 7%% 

across the board would increase this by £470,000 to £1.14M 
CPi \Al \)£s nfc 'wfctO 

a year/. \ - r i i l ^ OF ^- a ^>. pa -r-t mpriiia 1 sYpangog j-g. 


current ly-.under-:: cons ideration. 

16. If it is accepted as a matter of policy that the rate for DEs 
charged to the Americans should be reduced to 74% 

for minor works and maintenance, the cost of this concession 
will have to be met either by a corresponding increase in 
total public expenditure or through the achievement of corresponding 
savings within existing public expenditure ceilings. 
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US MILITARY FACILITIES IN THE UNITED KINGDOM 
1. It was agreed at our meeting on 1 April that 
I should, in the light of the recent United States 
proposals cost sharing, redraft the/proposed 
paper for submission to Ministers. Thisy. -apa - p t- fro m 
Tfru-g-e ction r-o n ~ conclugionp 

e\ ti^ yiuliqd 

)enclose copies^for the consideration of yourself 
and the other recipients of this letter..) ^ 

tk* <JLcAmv> (fw (JWjbuXlow IMiktAurt. UjuN * tAu*vm fc, (M&Mi . 


2. In my redraft I have piEcoa IsAtfJL the arguments 
against acceptun e- e -e f — tlie-US-qreopo g&l- those 
in favour since I believe that this Twvth clarifies 

the document. I hope that you agree. 
I have also omitted from the arguments against- the 


// 
y 'hub?™ ./ 

U^irntu. 


It , 


reference to "Cobra Mist" since therrate now proposed 

by the Americans is the same as that which applied 

to the construction of the si te. j l~In the light of 

the opinion expressed by the Treasury Solicitor in 

his minute of 16 April to Miss V irlA , I have not 

< tySL/ibOix&aa made any reference in the^draft to Article 9» 

paragraph 3» of the NATO Status of Fprces Agreement. 

'YUjJio* UuAl Cvmhi iJ-Mi fytxof t*rw/v*wt o<w 

I should however p e- rh a p e m e ntion i n ~p .i j 

wording - of Article 9» paragraph 3, that, 

in the absence of any other agreement / the receiving 

Jtate is under^obligation to provide buildings, grounds, 

services etc to the sending jfctate in accordancewith 

/the regulations governing the provision of similar 

CONFIDENTIAL 



























n n n d z* 
u u u D L 


THE NATIONAL ARCHIVES 










